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March 19, 2012

The Honorable Board of Selectmen:

I am pleased to submit for your review the Town Manager’s Proposed Enterprise Budget
for Fiscal Year 2013 (July 1, 2012 — June 30, 2013). The document presents the Town's
business-type operations. These operations have the following characteristics:

e They are not tax-supported,;

e They are intended to operate in a fiscally self-sustaining manner; and

e They are expected to provide for the continuous renewal of related capital
investments in plant and equipment.

Each of the funds reported herein is financed by rate-payers, the users of the particular service
involved. Five operations are reported upon:

Light Fund

The Concord Municipal Light Plant (CMLP) is a department of the Town government and
functions under the specific statutory authority contained in Chapter 164 of the General Laws of
the Commonwealth. The Concord Municipal Light Plant was established by an 1898 Town
Meeting action. The CMLP provides for the distribution of electricity in accordance with rules set
forth by the Department of Telecommunications and Energy and its predecessor state
regulatory agencies, and operates in full compliance with generally accepted enterprise
accounting standards.

The budget is developed for the Town Manager by the Director of the Light Plant and is
reviewed by the Light Board, a five-member body appointed by the Town Manager. The Light
Board is the rate-setting body, in accordance with the provisions of MGL Chapter 164. By the
terms of the Town Charter, the Town Manager is the Manager of the Light Plant and appoints
the Director and all staff. The Town Meeting annually authorizes the Town Manager to expend
the income of the fund without further appropriation. For FY13, this action will be taken under
Article 19 of the 2012 Town Meeting Warrant.

Water Fund
The bylaw that established the Water Revolving Fund dates back to 1974. Beginning in

1984, the Town has applied enterprise accounting standards to its accounting and reporting of
the Water Fund activity. Among other aspects of the accounting change, this involved recording
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the acquisition cost of all plant assets and the recognition of depreciation as an operating
expense.

The Public Works Director prepares the budget recommendations for review by the
Town Manager. The budget is reviewed by the Public Works Commissioners, a five-member
body appointed by the Town Manager. The Commissioners are the water rate-setting body, in
accordance with General Law provisions and the Town Bylaw. The Town Meeting annually
authorizes the Town Manager to expend the income of the fund without further appropriation.
For FY13, this action will be taken under Article 24 of the 2012 Town Meeting Warrant.

Sewer Fund

The bylaw that first established the Sewer Revolving Fund was adopted by the Town
Meeting in 1976. Enterprise accounting commenced in 1984.

In a process identical to the management of the Water Fund, the Public Works Director
prepares the Sewer Fund budget recommendations for review by the Town Manager. The
budget is reviewed by the Public Works Commissioners, a five-member body appointed by the
Town Manager. The Commissioners are the sewer rate-setting body, in accordance with
General Law provisions and the Town Bylaw. The Town Meeting annually authorizes the Town
Manager to expend the income of the fund without further appropriation. For FY13, this action
will be taken under Articles 22 and 23 of the 2012 Town Meeting Warrant.

Beede Swim & Fithess Center Fund

This facility opened its doors on April 18, 2006. Article 30 adopted by the 2005 Annual
Town Meeting authorized the establishment of an enterprise fund for this operation, in
accordance with requirements of the General Laws, Chapter 44 , section 53 F 1/2. This section
of the state statutes, enacted in 1986, requires that the annual budget of the Center be
submitted to the Town Meeting for enactment in the same manner as is the General Fund
budget. Accordingly, the motion under Article 25 of the 2012 Town Meeting Warrant will make
an appropriation for the estimated expenses of the Center for the fiscal year beginning July 1,
2012 based upon an estimate of the income to be derived from the operation.

The operation of the Center has been assigned by the Town Manager to the Recreation
Department. Rates and fees are set under the authority of the Town Manager pursuant to
Section 22F of Chapter 40 of the General Laws adopted by the Town Meeting in 1992.

Solid Waste Fund

This fund was established by Town Bylaw adopted in 1989. Technically, it is not an
enterprise fund but rather is a Revolving Fund. However, the Solid Waste Fund is included in
this presentation because its basic purpose is to operate the curbside collection and recycling
program as a business-type activity without tax support. Rates are set by the Public Works
Commission and program costs are expected to be fully recovered by these rates. There are,
however, no capital assets and no depreciation expense is associated with the operation of the
Solid Waste Fund. The Town Meeting annually authorizes the Town Manager to expend the
income of the fund without further appropriation. For FY13, this action will be taken under
Article 21 of the 2012 Town Meeting Warrant.
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Budgetary Focus

Each of the five budget presentations focuses on the projection of operating and net
income. The long-term objective in the management of the enterprise operations is to generate
sufficient income from current operations to fund the operations without tax support, and, for the
Light, Water, Sewer and Beede Center enterprises, to fund capital improvements needed to
maintain the infrastructure. In general, debt financing of enterprise infrastructure should be
employed only to finance system expansion. Resources derived from recording depreciation as
an operating expense plus the net income realized from operations should, over a span of
years, provide for the continuous reinvestment in the maintenance and renewal of enterprise
physical assets. The Town has a long record of successfully operating its enterprises on this
basis.

Operating income of each fund is the difference between operating revenues and
operating expenses. Certain revenues and expenses are not the result of operations but must
be added to or subtracted from operating income to arrive at net income. These non-
operating transactions include:

Revenues:
e Interest earnings on available cash balances
o Fees not associated with operations, such as the electric underground
surcharge and the sewer improvement fee

Expenses:
¢ Interest paid on debt (bonds and notes)

The budgets proposed for FY13 (calendar year 2012 for CMLP), and the related
projections of operating and net income, are:

Operating Operating Operating Net

Revenue Expenditure Income Income

Light Fund $28,883,965 $27,583,798 $1,300,167 $1,768,491
Water Fund 4,291,000 3,570,241 720,759 553,706
Sewer Fund 2,437,215 3,210,099 -772,884 - 929,465
Beede Center Fund 2,328,763 2,479,524 - 150,761 - 140,761
Solid Waste Fund 1,158,354 1,149,097 9,257 9,257

See also page II-6

One measure for determining whether an enterprise has sufficient resources to fund
necessary capital improvements is to take net income plus cash generated from recording
depreciation expense and subtracting debt principal repayments and transfers in the form of
Payments in Lieu of Taxes or PILOT (for the CMLP only) to arrive at the net resources available
for replacement and renewal of plant and equipment. For each enterprise, this amount can be
compared to the planned capital outlay expenditure, as shown in the table on the following

page.
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FY13 Proposed Budgets Light Water Sewer Beede

Net Income Projected $1,768,491 $553,706 - $929,465 - $140,761
Depreciation Expense 1,476,331 806,706 1,688,232 319,559
Subtotal 3,244,822 1,360,412 758,767 178,798
Less:
Debt Principal Payment 765,000 470,000 593,420 0
CMLP PILOT Payment 385,000 0 0 0

Net Resources from Current Operations
Available for Capital Purposes $ 2,094,822 $ 890,412 $165,347 $ 178,798

The planned FY13 capital expenditures of each enterprise (exclusive of expenditures
that will be funded by debt issuance) are as follows:

Light Water Sewer Beede
Capital Outlay $ 1,289,000 $ 780,000 $ 895,000 $ 151,000

It is not necessary that Net Resources from Current Operations equal or exceed the
Capital Outlay for each year. In FY13, for example, the Sewer Fund has greater capital outlay
needs and the difference will be financed from the available cash balance of this fund.
Nevertheless, over the long term, it is the objective to manage each of these enterprises so that
the cost for replacement and renewal of plant and equipment will be met from cash generated
by current operations.

In some cases, there is additional funding available for capital purposes. For example,

the Light Plant conducts work to place utility wires underground and these projects are financed
from the accumulated balance of the Underground Fund.

Program Highlights

Light Fund

The major item affecting operating expenses and revenues for the Concord Municipal
Light Plant is the purchase of power supply and distribution of electricity to customers. Since
changes in purchased power costs are passed along to customers, the Light Plant’s power
supply purchase agreements in effect at any time greatly affect the price that its customers will
pay. Since 2009, Concord’s cost of purchased power has increased dramatically. This has been
due to the expiration of a long-standing purchased power contract which held prices low from
2002 through 2009. The subsequent execution of new contracts was at a higher prevailing rate.
To mitigate the effects of these higher rates on customers, the Light Plant had established a
Rate Stabilization Fund in 2005. The 2012 budget plan draws down the remaining $3.3 million
balance of this Fund. The outlook beyond 2012 appears favorable with the major existing power
supply contract expiring at the end of this year. The current market price for purchased power
supply has been trending lower and it is expected that 2013 contract prices will lower our overall
cost.
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The Concord Municipal Light Plant is also actively pursuing efforts to promote energy
conservation and renewable energy. In 2009, the Light Board voted to implement a new
residential tiered rate structure in which the unit price rises at higher monthly or bi-monthly
consumption levels. The Light Plant is in the process of establishing a Smart Grid infrastructure
that will allow CMLP and its customers to better manage electricity usage. An energy audit to
determine optimal electricity usage is available for free to all residential customers and at a
reduced cost for commercial customers. For both residential and commercial customers, there
are rebate programs to encourage the purchase of energy-efficient lighting fixtures and energy-
star appliances.

The Light Plant Board is committed to reducing the Town’s dependency on electricity
generated from fossil fuels. Initiatives include seeking to purchase commercially available
electricity from renewable sources, developing utility-scale solar generation in Town, facilitating
rooftop solar in Town, and participating in wind power generation projects outside of Town. All
of these efforts will contribute to the goal of increasing the percentage of electricity generated
from renewable sources from the current 14% of all purchased power to 30% by 2020.

Even with these energy conservation measures and renewable energy projects within the
Town’s borders, the configuration of Concord’s power grid is reaching its capacity: the
transformers which carry power from outside of Concord to Town customers have a limitation of
50 Mega Volt Amperes (MVAs), a measure of electricity capacity. Currently, peak demand is
just under 50 MVAs. If demand were to increase beyond 50 MVAs, there would be the
possibility of delivery failure or brown-outs. Accordingly, the Light Plant is proposing Article 28
at the 2012 Annual Town Meeting to request that the Town authorize a borrowing to switch out
the 50 MVA transformers with 70 MVA transformers.

Water Fund

The Water Fund is in sound financial condition and needed capital improvements are
proceeding on schedule. With the passage of Article 23 of the 2010 Town Meeting warrant, an
amount of $1.9 million of bond financing has been made available for improvements at the
Town’s surface water supply, Nagog Pond. These improvements include an enhanced
disinfection treatment system and repair to the 100-year old dam and related structures. Once
completed, this project will ensure the continued operation of the Nagog water supply in
accordance with federal and state mandates.

To maintain sufficient funds to cover operating and capital costs, a rate increase of 3.4%
is proposed to be effective June 1, 2012, which is an annual dollar increase of approximately
$13 for the average residential customer.

Sewer Fund

It has already been noted that the Sewer Fund’s projected operating income and net
income are in deficit. In addition, the forecast is that the operating results will remain in deficit
for the next several years, while gradually improving during this period. The main cause of this
deficit is an increase in the depreciation expense, from $628,375 in FY05 to $1,688,232
projected for FY13.
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The Sewer Division completed a major renovation project of the Wastewater Treatment
Plant in 2008, as authorized by Article 47 of the 2005 Town Meeting and funded by a $12 million
bond issued through the Massachusetts Water Pollution Abatement Trust at a 2% subsidized
rate of interest. This project extended the life of the 1987 plant by an additional twenty years. As
a budgetary consequence, the town must simultaneously pay back the debt (through FY27) and
recognize a substantially increased annual depreciation expense. Nevertheless, reserve
balances carried over from previous years will be adequate to cover the current operating deficit
and continue to finance needed sewer system capital maintenance. A rate increase of 5.0% is
proposed to be effective June 1, 2012, which is an annual dollar increase of approximately $47
for the average residential customer.

Beede Center Fund

Completing six years of operation as of April 2012, the Beede Swim and Fitness Center
continues to operate successfully. Given that it is the only one of the Town’s enterprises that
competes in an open marketplace, the Beede Center is very dependent upon the satisfaction of
its members and on the overall condition of the regional and national economy to maintain
membership levels for what may be seen as a discretionary expense. Thus far, the Beede
Center has been received enthusiastically by the community and is increasingly perceived as an
important contributor to the community’s physical health.

Despite the challenging economic conditions of recent years, membership numbers
have declined only slightly. The largest decrease has been in family memberships, which have
decreased from 685 in March 2010 to 580 in January 2011 and to 554 in January 2012.
Individual memberships slipped from 922 in March 2010 to 877 in January 2011 but have
rebounded to 966 as of January 2012.

To adjust to these membership changes, the Beede Center has trimmed some of its
expenses while maintaining its high level of customer service. For the financial period ending
on June 30, 2011, the Beede Center produced a net income of $122,000. In addition, due to
careful management, the Beede Center’s unreserved fund balance available for any
contingency is about $1.37 million. It should also be noted that 2012 membership fees have
been held constant. Concord and Carlisle families pay $133.25 per month and individuals pay
$71.66 per month for use of both the swim and fitness areas.
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The efforts of the staff in compiling this annual document reflect our commitment to
maintain the soundness of financial operations and the long-term perspective essential to the
successful management of the Town’s enterprise operations.

Respecifully Submitted,

ﬁé WA

Finance Committee
Municipal Light Board
Public Works Commission
Recreation Commission

Christopher
Town Mana
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